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Conmpetition is growing in whol esal e power markets, in
response to the Energy Policy Act of 1992 and the Federal Energy
Regul atory Comm ssion's efforts to renove barriers to conpetition
and to let markets -- not regulators -- determ ne the price of
whol esal e power. This conpetition reduces prices for end users
even without retail choice by |lowering the cost of power
purchased for themby utility suppliers.

Still, significant inpedinents to full conpetition in
whol esal e markets remain. First, inportant gaps remain in the
availability of open access transm ssion service nationw de, and
t hese gaps prevent custoners fromrealizing the full benefits of
whol esal e conpetition. Second, bulk power markets operate
regional ly and shoul d be governed to foster conpetition and
efficiency by increasing the trading opportunities of many
partici pants. However, regul ation and the managenent of
transm ssion systens are not regional in perspective and such
benefits may be lost. Third, the reliability of electric
service, so vital to our Nation's econony, nmay be threatened by
the difficulties of assigning responsibility for transm ssion
systemreliability in a dynam c environnment where participants
have conpeting or conflicting comrercial interests in howthe
grid is adm ni stered.

To fully realize the conpetitive goals set by Congress in
the Energy Policy Act of 1992 and pronoted by the Conm ssion
since then, Federal legislation is needed to: bring al
transm ssion facilities in the lower 48 states within the
Comm ssion's open access transmssion rules; clarify the
Comm ssion's authority to pronote regi onal managenent of the
transm ssion grid through regional transm ssion organizations;
and, establish a fair and effective programto protect bul k power
reliability.



Testimony of
Chairman James J. Hoecker
Federal Energy Regulatory Commission
before the
Subcommittee on Energy and Power
Committee on Commer ce
United States House of Representatives

April 22,1999

M. Chairman and Menbers of the Subcommittee:

| am pl eased to appear before you today to discuss key
aspects of the current restructuring of the Nation's electric
power industry, nanely reliability and transm ssion issues.

Thank you for this opportunity.

The Federal Energy Regul at ory Conm ssion (Conm ssion or
FERC) is fully engaged in the critical task of pronoting
conpetition in the whol esale or "bul k power" market, consistent
with the goals of the Energy Policy Act of 1992. To achieve
t hese goals, the Comm ssion's fundanental regulatory policies are
to substitute conpetition for price regulation in whol esal e power
markets to the extent possible, and to regul ate essenti al
transm ssion facilities so as to enable conpetition in power
markets. Today | will address the progress the Comm ssion and
the industry have nmade in creating an efficient, reliable, fair,

and transparent whol esale market, and identify the inportant ways
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in which the Congress can further assist the Comm ssion in

conpletion of this inportant task.

My testinmony will focus on three key issues for advancing
robust conpetition -- open access to all transm ssion facilities,
efficient regional operation of transmssion facilities, and
mandatory reliability standards. First, there renmain inportant
gaps in the availability of open access transm ssion service
nati onwi de, which, if |eft unaddressed, wll inpede the
devel opnent of conpetition and prevent whol esal e custoners from
realizing the full benefits of conpetition. Second, bul k power
mar kets operate regionally and should be governed to foster
conpetition and efficiency by increasing the trading
opportunities of many participants. However, nanagenent of
transm ssion systens is not regional in nost cases, and thus the
benefits of full conpetition may be lost. Third, the reliability
of electric service, so vital to our Nation's econony, nay be
threatened by the difficulties of assigning responsibility for
transm ssion systemreliability in a dynam c environnent where
partici pants have conpeting or conflicting comrercial interests
in how the grid is admnistered. The Conm ssion is increasingly
asked to exercise its existing, but inadequate, statutory
authority to ensure conpliance with industry standards. To fully

realize the conpetitive goals set by Congress in the Energy
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Policy Act of 1992 and pronoted by the Conmm ssion since then,

additional legislation in these areas is needed.

The Status of Open Access Transni Ssion

The Conm ssion works to ensure a well-functioning bul k power
market. It oversees sales of electricity by "public utilities"
to other utilities -- that is, wholesale transactions. "Public
utilities" mainly include investor-owned utilities and excl ude
the federal power marketing adm nistrations, nmunicipal utilities,
and nost rural electric cooperatives. Mreover, the Conmm ssion
does not reqgqulate sales to consuners or electric |ocal
di stribution services. Those retail services are generally
regul ated by the states. The electricity prices paid by retai
consuners neverthel ess include the cost of any power purchased by
their utility suppliers in wholesale markets. So, conpetition in
bul kK power markets ultimately benefits consuners by reducing the
cost of power supplied to them whether or not a state chooses to

allow retail conpetition

The Comm ssion's pro-conpetitive approach tracks what is
occurring in the industry itself. Once characterized universally
as heavily regul ated, vertically-integrated nonopolies, public
utilities have been increasingly subject to the forces of

conpetition over the past two decades ago, due to various
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econom c, |egislative, and technol ogi cal devel opnents. Congress
gave conpetition a strong boost in the Energy Policy Act of 1992,
i ncreasing the Comm ssion's authority under section 211 of the
Federal Power Act to order transm ssion service in appropriate

ci rcunst ances.

The Conmm ssion fostered the devel opnent of conpetition by
adopting light-handed regul ation for power suppliers shown to
| ack market power. Specifically, the Conm ssion began all ow ng
such power suppliers to sell at market rates instead of rates
determ ned by the Comm ssion based on the cost of service. To
date, the Comm ssion has authorized market-based rates for
literally hundreds of power suppliers, including power narketers

and traditional investor-owned utilities.

Under st andabl y, conpetition in bul k power markets wi |l never
be vi brant unless wholesale sellers are able to deliver power to
any buyers in the market. Access to buyers is key. 1In the
electric industry, transmssion facilities nmake this possible.
These facilities forman interstate grid for delivering power, in
the same way the interstate highway systemallows trucks to
deliver other commodities. There are inportant differences,
however. Electricity cannot be stored. It is delivered
i nstant aneously over an integrated network of wires and a

transacti on between two parties can affect the capacity of the
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system and the transactions of others. Most inportantly, the
electrical grid is owed by individual utilities and, absent
regul ation, these utilities can effectively prevent the use of

these facilities by their conpetitors.

Several years ago, the Conm ssion recogni zed that
conpetition in whol esal e markets was being inhibited by the |ack
of non-discrimnatory access to transmssion facilities. Sellers
owning transm ssion facilities were stifling conpetition by
di scrim nating agai nst others seeking to use their transm ssion
facilities, either by denying or delaying transm ssion service or
by inposing discrimnatory rates, terns and conditions for

servi ce.

Consequently, the Conm ssion in 1996, through a major
rul emaki ng called Order No. 888, ordered open (non-
di scrimnatory) access to the transmssion facilities of public
utilities. Oder No. 888 is an exercise of the Comm ssion's duty
under sections 205 and 206 of the Federal Power Act to ensure

non-di scrimnatory transm ssi on services.

Since | last testified before this Subcommttee in October
1997, the pace of change anong utility conpani es has continued to
accelerate. The Comm ssion has reviewed and acted upon 18 mmj or

utility mergers. Fully ten percent of the Nation's electric
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generation plants have been divested by traditional electric
utilities. Electric utilities and gas pipeline or distribution
conpani es have conbined to form maj or energy concerns. The
nunber of power marketers and i ndependent generation facility
devel opers entering the marketplace has continued to ri se,
pl aci ng additional conpetitive pressure on traditional utilities.
Fi ve i ndependent system operators (1SCs), three of which are
currently operational, have been established to operate entire
regions of the transm ssion system Three state |egislatures now
require their utilities to join a regional transm ssion entity.
Trade in bul k power markets has continued to increase
significantly and the Nation's transm ssion grid is being used
nore heavily and in new ways. Finally, 18 state |egislatures
have enacted legislation to initiate, or set a date for, retai
electricity conpetition. |In other words, the industry is
changing to neet the strategic and econom c chal |l enges of the

conpetitive marketpl ace.

Yet, despite the successes of Order No. 888 in fostering
conpetition, not all potential market problens have been
addressed. The remaining inpedinents to full conpetition fal
largely into two categories. First are the engineering and
econom c inefficiencies inherent in the current operation and
expansion of the transmssion grid, inefficiencies that are

hi ndering fully conpetitive power markets and inposing
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unnecessary costs on electric consuners. Changes in trade
patterns and industry structure have nmade it nore difficult to
mai ntain reliable grid operations, manage transm ssion
congestion, and plan for expansion of transm ssion facilities.
Wthout further reform traditional pricing and transm ssion
practices will likely hinder the further devel opnent of
conpetitive and efficient bul k power narkets. Anong these
i npedi nents are the "pancaki ng” of transm ssion access charges
fromone systemto the next, the absence of clear and tradeabl e
transm ssion property rights, and the virtual absence of a

secondary market in transm ssion service.

The second category of inpedinents consists of continuing
opportunities for transm ssion owners to unduly discrimnate in
the operation of their transm ssion systens so as to favor their
own or their affiliates' power marketing activities. As profit-
maxi m zers, utilities that control nonopoly transm ssion
facilities and al so have power marketing interests have every
incentive to deny equal quality transm ssion service to
conpetitors. Order No. 888 addressed many forns of undue
discrimnation by requiring public utilities to separate
transm ssi on and power marketing functions, to take transm ssion
service under the sane tariff as available to other transm ssion

custoners, and to abide by standards of conduct that prohibit the
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preferential treatnent or sharing of information between the

utility's transm ssion and power nmarketing functions.

In the wake of Order No. 888, however, many narket
participants continue to allege, and the Comm ssion has in sone
cases confirmed, that transm ssion service problens related to
di scrimnatory conduct remain. Allegations relate to standards
of conduct violations and mani pul ati ons of the operation of
transm ssion systens to frustrate power marketing conpetitors,
for exanple by the inposition of transm ssion curtailnents on
congested lines. As mght be expected in maturing comodity
mar kets, there is a great deal of m strust anong market
participants with respect to the fairness of the system The
pace and scope of restructuring and the future of certain
conpani es therefore remain uncertain. Nothing is nore

detrinmental to sharehol der val ues than uncertainty.

These issues represent a challenge to the industry and to
the Comm ssion. Although the Conm ssion is commtted to ful
conpetition in whol esale markets and will pursue that goa
t hrough all reasonabl e neans, Congressional action may prove

critical to our ability to reach that goal

Gaps in Open Access
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Order No. 888's mandate for open access transm ssion has key
om ssions. The Conm ssion's authority does not apply to Federal
power marketing adm nistrations, municipal utilities, and nobst
rural electric cooperatives. While the Conm ssion has authority
to require these entities ("non-public utilities") to provide
transm ssion service based on a case-specific application under
section 211 of the Federal Power Act, it lacks authority to
generically order all of themto offer service under open access

transm ssion tariffs.

Approxi mately one-third of the Nation's integrated
transm ssion grid is beyond the reach of Order No. 888's open
access requirenents. For exanple, because the Federal power
mar keti ng adm ni strations that own transm ssion (such as the
Bonnevil |l e Power Adm nistration and the Western Area Power
Adm ni stration) and the Tennessee Valley Authority are not public
utilities, their transm ssion systens are beyond the Conm ssion's
authority to require open access. Simlarly, many mnuni ci pal

utilities and cooperatives control transm ssion but need not

conply with our open access rules. |In fact, approximtely 70,000
circuit mles of interstate transm ssion -- over 30 percent of
all interstate transm ssion -- are not subject to the

Comm ssion's open access authority. An additional 7,000 mles of
intrastate transm ssion within the Electric Reliability Counci

of Texas (ERCOT) is beyond our open access authority.
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Non-public utilities are neverthel ess encouraged to offer

open access transm ssion service under the concept of

"reciprocity.” In other words, when these utilities take

transm ssion service under a public utility's open access tariff,

they nmust also offer reciprocal service to the public utility,

unl ess the public utility or the Conmm ssion waives this

requi renent. Several non-public utilities have begun offering

open access service under a FERC-filed tariff. However, many

transm ssi on-owni ng non-public utilities still do not offer open

access service.

Efficient markets in network industries generally require
that all service providers be subject to the sanme rules. This
gap in the availability of open access service on the interstate
grid raises serious questions about how conpetitive and efficient
the interstate power marketplace can becone. Gaps in open access
to the grid can cause custoners to pay nore than they should for
power. There is little nore that the Conm ssion can legitimately

do to address this probl emunder existing | aw

Only a change in the Federal |aw can effectively address
this difficult gap in the availability of open access
transm ssion. Such |egislation need not unnecessarily intrude
into the activities of these entities. |In fact, the experience

of those non-public utilities that have voluntarily adopted open
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access tariffs denonstrates that open access service consi stent
with the Comm ssion's requirenents is as workable for non-public
utilities as for public utilities, although appropriate
| egislation is needed to address related tax consequences.
However, the benefits of conpetitive access will be delayed until
transm ssion access is universal. The Admnistration's proposed
| egi sl ati on addresses these issues, by extending Federal Power
Act jurisdiction over the rates, terns and conditions for
transm ssion services provided by non-public utilities that own,
operate, or control transm ssion facilities under the sane terns

that apply to public utilities.

Reqgi onal Transni ssion O gani zati ons

The whol esal e el ectric business is changing rapidly from
many smaller | ocal markets to fewer, |arger regional markets that
usual ly span nultiple states. Power sales in these |arge narkets
i nvol ve use of all the high-voltage power lines in a region.
believe it is essential, for reliability as well as for
commercial reasons, that all of the transmssion lines in a
regi on be under the operational control of a single operator that
has no financial interest in the nore |lucrative generation
market. | call them Regional Transm ssion Organizations (RTOs).

RTGs can include 1SCs of the transm ssion systemas well as
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i ndependent transm ssion conpanies (transcos) that own and

operate the system

Gidregionalization is not a new concept. Bul k power
reliability has been maintained for al nost 40 years by voluntary
regi onal industry councils. The Comm ssion encouraged Regi onal
Transm ssion G oups (RTGs) in the early 1990s to engage in
regi onal planning. Order No. 888 encouraged, but did not
require, the formation of 1SGs. However, the increasing need for
such regional organizations is evidenced by the fact that,

W thout a regulatory or statutory mandate, the industry has
al ready proposed or inplenented RTGs in California, the md-

Atl antic states, New Engl and, New York, and the M dwest.

| f properly constituted and truly independent, RTGs wll be
a mpjor step in addressing obstacles to conpetition and obtaini ng
maj or efficiencies. First, RTGs will ensure that vertically-
integrated transm ssion-owning utilities do not discrimnate in
favor of their own generation over another seller's generation.
Second, RTGs can be structured to elimnate pancaking of
transm ssion rates that raises the cost of noving power across
multiple utility systens. Third, RTOs that have the proper tools
can better manage transm ssion congestion, reduce the instances
when power flows on transm ssion |ines nust be decreased to

prevent overloads, and effectively solve short-termreliability
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problenms. Fourth, RTGs can facilitate transm ssion planning
across a nultistate region and, by operating the grid as
efficiently as possible, nmay give confidence to state siting
authorities that new transmssion facilities are proposed only
when truly needed. Significantly, the Conm ssion also will be
more inclined to defer to the planning, pricing and control area
decisions of an RTOif it fairly represents the interests of al
st akehol ders t hrough open nenbership and fair governance

pr ocedur es.

To achi eve these benefits, the devel opment of RTOs nust
focus on three criteria. First, RTOs nmust have real control of
the grid, to ensure that use of the grid is efficient and non-
di scrimnatory. Second, RTOs need to be independent of the
commercial interests of market participants, so that decisions
are accepted by all stakehol ders as non-discrimnatory and fair.
Finally, RTGs need to include a large area, to allowa truly
regi onal market to develop to the full extent desired by market
participants. Wen RTGCs neet these criteria, consuners wll
begin benefitting fromthe greater conpetition in broader, nore

vi brant whol esal e nar ket s.

RTGs can provide these benefits while taking account of
state and regional preferences and circunstances. RTGs do not

require a one-size-fits-all approach and can be cust om desi gned.
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The Comm ssion has recogni zed the need to be flexible in how
t hese organi zations are established, in order to accommodate
| ocal concerns. For exanple, in considering RTO policy, the
Comm ssion has solicited state views extensively, including by
hol di ng el even hearings -- nine of which were outside Washi ngt on.
The Comm ssion also intends to provide additional opportunities

for consultation

The Comm ssion is poised to act on RTGs generically. A
generic instruction fromthe Congress would di spel uncertainties
about the Comm ssion's authority to order establishnment of, and
participation in, RTOs to pronote efficient operation of bulk
power markets. | feel confident that the Comm ssion wll
preserve the ability of utilities joining an RTOto take into
account the regional needs in various parts of the country, as
well as flexibility to select the organizational format that wll
serve the region best. In ny view, the Adm nistration's proposed
| egi sl ati on addresses these concerns appropriately. A clear
directive would enable the Comm ssion to proceed to devel op
efficient, reliable regional power markets, which wll
significantly | ower the cost of power to consuners, wthout the

l'i kel i hood of court chall enges.



Reliability

Let me turn next to reliability. |In the past, regulators
and industry participants relied upon voluntary industry
organi zations to establish reliability standards and practi ces.
The regional reliability councils and the North American Electric
Reliability Council (NERC) were conposed primarily of the
transm ssi on-owning public utilities. These conpanies could and
did rely upon voluntary cooperation and peer pressure for
conpliance. The approach worked well before the advent of
conpetition and the Nation's electricity system becane the envy

of the worl d.

Conpetition in power markets increased concern that
reliability rules could not be set or enforced in the sane
manner. Power markets today have extraordinary nunbers of
partici pants and nunbers of transactions. The Secretary of
Energy's Task Force on Electric SystemReliability reexam ned the
consequences of these developnents in detail. In brief, new and
expandi ng demands for service on the system change operating
conditions and the increasing nunber of sellers nmake it harder to
stay conpetitive in many instances. Faced with conpetitive
pressure, sonme participants may be pronpted to cut corners on

reliability.
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The i nportance of reliability in Arerica' s supply of
electricity has never been greater, however. The Secretary's
Reliability Task Force recently observed that, as our econony
becones nore dependent on conputers and other el ectronic tools,
power disruptions pose an ever-greater threat to productivity and
even health and safety. The Task Force also found that |SCs are
significant institutions for ensuring electric system
reliability, and that bul k power systens can and shoul d be
operated nore reliably and efficiently when coordi nated over
| arge geographic areas. Many observers, including NERC and the
i ndustry itself, have concluded that a mandatory system for
reliability is needed to ensure that conpetition does not

conprom se the dependability of our Nation's electricity supply.

Wth the possibility of nonconpliance with voluntary
standards, and the current |ack of clear authority for anyone to
mandat e conpliance with reliability rules, industry participants
have initiated several proceedings at the Conmm ssion to address
specific reliability issues. 1In several cases, the industry has
asked the Comm ssion to adopt stopgap neasures and to decide the
| awf ul ness of newreliability measures under Federal Power Act
standards ordinarily used to review rates and comer ci al
practices. However, a Comm ssion finding that reliability

measures neet these Federal Power Act standards does not ensure
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that the neasures are thensel ves sufficient to maintain system

reliability.

In 1998, for exanple, NERC initiated a proceedi ng seeking
Commi ssion review of NERC s new procedures for reduci ng power
flows to prevent overloads on transm ssion |ines, so-called
transm ssion loading relief (TLR). The Conmm ssion concl uded that
t hese procedures affected the terns and conditions of
transm ssion service provided by public utilities because they
determ ned whi ch comrercial transactions would be curtailed to
prevent overloads. The Comm ssion required these procedures to
be filed and told the affected utilities to take additional steps

to ensure that the procedures were non-discrimnatory.

Simlarly, another Comm ssion proceeding was filed by
industry participants to address NERC s "taggi ng" requirenents.
NERC s rules required transm ssion users to provide transm ssion
operators with a variety of information about their transactions,
such as the source of the power being transmtted, so that
transm ssi on operators could take quick, appropriate action when
necessary for reliability purposes. |In that case, the collection
of information, by itself, did not change the terns and
conditions of open access service provided by public utilities
and, thus, did not need to be filed. However, the Conm ssion

hel d that public utilities still had to provide service according
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to the terns and conditions in their open access tariffs, unless
and until they sought and were granted perm ssion to apply

different terns and conditions of service.

Finally, the Conm ssion this nonth accepted on an
experinmental basis the beginnings of an entire set of regional
reliability standards, proffered by industry participants. The
Comm ssion had previously never entertained such a request. This
approach was proposed by the Western Systens Coordi nati ng Counci
(WBCC), the regional reliability council covering the western
United States. WSCC s proposal was contractual. Transm ssion
providers could voluntarily sign contracts with the WSCC,
agreeing to abide by the WSCC' s reliability rules, and require
generators connected to their transmssion facilities to abide as
well. Violations of the standards would result in penalties or
ot her sanctions, subject to the Conm ssion's review Several
reliability standards were filed with the Comm ssion, which said
it would defer to the WSCC s expertise, |argely because of the
representation enjoyed by diverse industry segnments in the WSCC s
processes. The Commission's limted role in this instance is to
ensure the reasonabl eness of rates, terns and conditions of
transm ssion service and to offer to nedi ate any di sputes about

possi bl e viol ati ons.



- 19 -

Congress shoul d nmake conpliance with appropriate reliability
st andards mandatory. Despite the Conmm ssion's cautious
acceptance of the WoCC s proposal, it recognizes that it is
i ncapabl e of ensuring that reliability rules apply to al
i ndustry participants or that there is a w del y-accepted process
for adopting and enforcing reliability rules in this diverse
power market. There appears to be an industry consensus that it
can continue to work coll aboratively to develop reliability
standards, using a process in which all market sectors are fairly
represented. Sufficient Federal oversight will then be needed to
ensure that the standards maintain sufficient systemreliability

and are not unduly discrimnatory or otherw se anticonpetitive.

The broad support for both the WSCC filing and the
reliability |legislation proposed by NERC and included in the
Adm nistration's bill denonstrates the industry's recognition
that federal reliability legislation and oversight wll be
inportant to the future integrity of electric service. It is
nevertheless inportant to note that the Conmssion's role in a
new reliability regine is largely reactive and does not inpinge
on the industry's ability to set its own standards and to apply
themthrough a fair stakehol der process. By enforcing industry's
agreenents, the Conm ssion can, however, prevent market
participants from"free-riding" on the reliability efforts of

ot her s.
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| woul d enphasize, in conclusion, that the states will al so
continue to play an inportant role in maintaining the reliability
of electric service. Federal l|legislation should respect this
role by striking an appropriate balance that permts states to
continue their traditional activities in a manner consistent with

the industry's mandatory reliability standards.

Transni ssion Siting

The construction of new transm ssion facilities, whether to
serve local or regional needs, nmay represent an inportant neans
of obtaining the efficiency benefits of greater conpetition. As
the Secretary's Reliability Task Force found, the reliability
benefits of transm ssion enhancenents can benefit many states,
not just those where the facilities are sited. The grid is
t herefore being used increasingly for regional transactions.
Even though the grid is being used increasingly for regional
transactions, the siting of transm ssion and generation
facilities is nevertheless subject to state law. In evaluating
grid expansi ons, however, states may have difficulty bal anci ng
| ocal inpacts with regional benefits. State-by-state planning
and the siting of transm ssion facilities that are used
increasingly to support regional markets may be an obstacle to

sensi ble grid devel opnent.
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The answer is not to federally preenpt this traditional
state role. | believe instead that it would be beneficial to
develop institutions that engage in regional planning and siting
of transmssion facilities, taking into account the interests of
all affected market participants and states. This type of
institution could adopt a broad perspective of decisionnmaking on
proposed transm ssi on expansions and fairly bal ance the | ocal
i npacts and regional benefits of such expansions, as well as the
suitability of transm ssion versus generation devel opnent. Wile
such regional entities would be novel, the benefits of regional
transm ssion planning may justify such an effort. The
Adm ni stration's | egislation provides one vehicle for bal anci ng
these interests, either by authorizing interstate conpacts to
formregional transm ssion planning agenci es or by conveni ng
joint federal-state neetings to consider transm ssion capacity
additions. | also suggest that RTGs could performa simlar
pl anni ng function, although this would only be advisory to state

siting authorities under existing | aw

Concl usi on

Conpetition is growing in the electric industry, in response
to the Energy Policy Act of 1992 and the Conmi ssion's efforts to

renove barriers to conpetition and to let markets -- not
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regul ators -- determne the price of wholesale electric power.

However, significant inpedinents to full conpetition renmain.

As | stated before this Subcommttee in 1997, | believe that
Federal legislation is needed to: establish a fair and effective
programto protect bulk power reliability; bring all transm ssion
in the |lower 48 states within the Comm ssion's open access
transm ssion regine; and, clarify the Comm ssion's authority to
provi de for regional managenent of the transm ssion grid through

RTGs.

Aspects of the Adm nistration's proposal and simlar
| egi sl ati on addressing these i ssues have been criticized by sone
as expansi ons of Federal regulatory powers that are inconsistent
with the themes of greater reliance on markets and |ighter-handed
regul ation. | disagree. Consistent with the conpetitive goals
of the Energy Policy Act of 1992, the Conm ssion is aggressively
pronoti ng conpetition in whol esale markets. Conpetition in these
mar kets offers the greatest potential consunmer benefits because
the cost of generation facilities is the |argest part of the cost
of electricity to ultimate consuners, far |arger than the cost of
transm ssion. \Wol esal e conpetition, however, cannot achieve its
full potential w thout inproved access to the interstate
transm ssion grid and universal adherence to reliability rules.

Thus, effective regulatory oversight of transm ssion and
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reliability is a critical prerequisite to greater conpetition in
whol esal e power markets. The Comm ssion's objective, in the
final analysis, is to create market structures that will permt
it to cede inportant econom ¢ deci sionmaking to the narketpl ace
and to substitute Iight-handed regul ati on and market nonitoring

for traditional command and control regul ation.

Federal action to ensure reliability and pronote effective
regi onal market nechanisns in the near future -- whether fromthe
Congress or the Conm ssion -- wll be needed to establish a fully
conpetitive whol esal e power nmarket environnment for the benefit of
all electricity buyers, including residential consuners.

Whol esal e conpetition will lay the groundwork for retai
conpetition, where adopted, and continue to ensure efficiency and
fairness even where retail access is delayed. | continue to
believe that one cannot, in this time of industry transition, be
both a believer in conpetition and an agnostic about market

structure.

Thank you again for the opportunity to offer ny views here
this norning. | would be pleased to answer any questions you nmay

have.



